University of Mississippi

eGrove
Honors Theses

Honors College (Sally McDonnell Barksdale
Honors College)

2011

The Effects of Economic Integration on Poverty Reduction: The
Case of MERCOSUR
Sarah Emily Shaw

Follow this and additional works at: https://egrove.olemiss.edu/hon_thesis

Recommended Citation
Shaw, Sarah Emily, "The Effects of Economic Integration on Poverty Reduction: The Case of MERCOSUR"
(2011). Honors Theses. 2421.
https://egrove.olemiss.edu/hon_thesis/2421

This Undergraduate Thesis is brought to you for free and open access by the Honors College (Sally McDonnell
Barksdale Honors College) at eGrove. It has been accepted for inclusion in Honors Theses by an authorized
administrator of eGrove. For more information, please contact egrove@olemiss.edu.

The Effects of Economic Integration on Poverty Reduction:
The Case of MERCOSUR

By Sarah Shaw

A thesis presented in partial fulfillment of the requirements for completion of
The Bachelor of Arts degree in International Studies
Croft Institute for International Studies
(Sally McDonnell Barksdale Honors College)

The University of Mississippi

University of Mississippi
May 2011

+ Approved:
Ue

ee

Advisor: Dr. Greg Love

WO Coden.
Reader: Dr. Kees \Gispen

Sin fA
Reader: Dr. Susan Allen

© 2011
Sarah Shaw

ALL RIGHTS RESERVED

il

Acknowledgements
I want to acknowledge Dr. Love and Dr. Allen for their patience and guidance through

the entire process of writing my thesis. If it were not for their help, I would have been lost
years at
without a hope. I want to thank Dr. Gispen and Dr. Schenck for four memorable
Croft full of lessons both in and out of the classroom. I want to thank my family,

and lack of
especially my parents and my sisters, for putting up with my stress
I want to thank the great
communication while I was working on my thesis. Finally,

are always there to make me
friends that I have made in my four years in college. They
laugh, and I will miss having them around me constantly.

Abstract
Sarah Shaw: The Effects of Economic Integration on Poverty Reduction: The Case of
MERCOSUR

The thesis presents information on poverty reduction in the MERCOSUR full member
countries: Argentina, Brazil, Paraguay, and Uruguay. These countries signed the Treaty
of Asuncién in 1991 and began the process of integration. Included in the original
justice.
objectives of the treaty were to work for economic development to further social
reduction
Using data on the national economies and poverty, it was shown that poverty
reduction
has occurred recently in the countries. However, the reasons for this poverty

did not relate directly back to MERCOSUR. The international constraints on the
would not
countries were not strong enough to force the leaders to enact policies they
poverty. It
have already been doing. MERCOSUR policy alone is not enough to alleviate

may increase the national income, but national policies are needed to distribute this
increased income to the poor.
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Chapter One: Introduction
Poverty and inequality are consistent issues all over the world. The Millennium
Development Goals, established in 2000, renewed the world’s focus on
development. As
part of the first goal, politicians, academics, and many others are
trying to find ways to

reduce poverty and inequality. Since the 1950s, significant strides have
been made in the
movement for economic integration and trade liberalization in Latin America
including

the creation of the following organizations: the Central American Common Market,
the
Latin American Free Trade Association, the Andean Community of Nations,
and the
Common Market of the South. MERCOSUR, the Common Market of
the South, was
founded to create a common market in Argentina, Brazil, Paraguay
, and Uruguay. The
hope was that MERCOSUR could grow the economies of its member
countries by
breaking down trade barriers and resolving conflict more efficiently.
Though it was not

an initial goal, this growth would then be distributed to the poor and
ideally lead to
poverty reduction within the countries.
The Treaty of Asuncién was adopted on March 26, 1991 in Asunci6n,
Paraguay
by the governments of Argentina, Brazil, Paraguay, and Uruguay
. This treaty called for
the creation of MERCOSUR, Mercado Comin del Sur
(Common Market of the South).

The Treaty of Asuncion was an agreement by the countries
to create a common market
by December 1994. This market would allow for the free movemen
t of goods, services,

and factors of production between the countries, The coord
ination of policies would

make fair, competitive trade between the countries and third parties possibl
e. The
member countries’ governments believe “that the expansion of their domest
ic
governments through integration, is a vital prerequisite for acceler
ating the processes of

economic development with social justice” (Treaty of Asuncion 1991). General
ly, social
justice includes equality and poverty alleviation.
While studying in South America, I witnessed the most abject poverty
I have ever

seen in my life. I was approached and asked for money by children that
I assumed should
be in school. I was constantly asked on buses to buy the fruit,
pirated DVDs, or socks

that the vendor was selling. I also observed the routine of the homele
ss man who slept on
the doorstep of a house around the corner from mine in Montevideo,
Uruguay.

Since my

first trip to Ecuador, I have wondered what is being done to
help these people.

Is it

possible to rid the world of poverty? If so, what needs to be done
to achieve this goal?

In

the thesis, I examine one possible strategy for reducing poverty — trade
liberalization that
leads to national economic growth, which is redistributed to
benefit the poor.
In this thesis, | examine MERCOSUR’s activities in South America
and its effects
on the poorest in society, The central question is, has MERCOSUR
caused poverty

reduction in its full member countries: Argentina, Brazil, Paraguay, and
Uruguay? In the
last century, numerous theories have been put forth to explain the relatio
nship between
economic growth and poverty. Scholars and politicians have tried
to explain why poverty
happens, and determine the best way to stop it. The policies that
have been enacted in
response to these theories have had some success, but none have
completely solved the
problem. The knowledge of why poverty has decreased in
a region can lead to better

policies and more successful work towards poverty reduction
globally.

*
.
,
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The second section explains poverty reduction theories that have been

ed

the argument that national
throughout the world. In particular, it includes both sides of

an explanation of what
economic growth is good for the poor. The third section provides

as well
MERCOSUR is, and it explains the interests of MERCOSUR in furthering social,
as, economic goals.

The fourth section presents empirical evidence examining the relationship of
MERCOSUR and poverty. It provides analysis of MERCOSUR’s founding countries’

poverty and national income over the past three decades. First, poverty reduction must be
shown, and then the improvements can be compared with MERCOSUR policies and the

motivations of its leaders. The fifth section examines the case of a specific country —
Argentina. An examination of Argentina’s leaders, policies, and links to MERCOSUR
demonstrate the relationship between Argentina’s poverty alleviation and MERCOSUR.
The conclusion of the thesis illustrates the relevance of the findings of the research. It
also explains what member countries of regional trade agreements can do to reduce
poverty.

Research Methodology
As a part of this thesis, I conduct research on multiple levels. The first level is a
study that compares the poverty and national economies in most countries of South
America. It not only compares the full member countries of MERCOSUR to two
associate members, Bolivia and Chile, but also it looks at the Latin American economy

from the 1980s until the 2000s. Then the thesis shows a single case study of Argentina.

It looks at Argentina’s policies and current events to determine specifically what causes

poverty reduction.
Studying several South American countries accounts for differences between the
countries. Every country has a different culture, people with different ideas, and different

government leaders. For this reason, the thesis compares many countries including the
MERCOSUR

full members and two associate member countries before and after the

Treaty of Asuncién was adopted. Comparing the countries over time is crucial because
the differences in a country can mask an effect of MERCOSUR; however, the same

country at different time periods is the best chance of showing what the similar people,
culture, and government will be like under different international circumstances, such as

whether or not MERCOSUR exists. Both comparison methods are used in this study.
The first study examines poverty and national income in most South American
countries from 1985 until 2007 based on the independent variable, growth of a country’s
economy, and the dependent variable, poverty. The growth of national economies is
measured by studying the countries’ gross domestic products per capita. Poverty can be
for
measured many different ways but for this thesis, I chose three indicators that account

both income poverty and income inequality, which relates to poverty. The poverty
indicators used are the proportion of the national income held by the poorest fifth of
the
society, the proportion of the national income held by the poorest tenth of society, and
percentage of the population living on less than $2 per day. The various indicators in this
thesis were chosen to control for differences between countries. For example, the
of
proportion of the national income held by the poorest fifth of society, the proportion

the national income held by the poorest tenth of society, and the percentage of the

population living on less than $2 per day are standard measures in each country. They do

not account for domestic differences such as different costs of living. Using the national

poverty line as an indicator would mean also explaining why the poverty line is ata
certain level. The cost of living and political motivations of a country can affect the
national poverty line. Government leaders could move the poverty line to improve their

reputation by not seeming to have as much poverty.
Because MERCOSUR was created in 1991, the thesis analyzes the 1980s (before
MERCOSUR was formed), the 1990s (the first years of MERCOSUR), and the 2000s
(the years long enough after MERCOSUR was adopted, to account for lag). In most
cases, data was available from 1985 until 2007. This range of years allows for the
examination of different events that have occurred in the countries and their influence on
the poverty rates. Also, the process of integration of MERCOSUR was set up to be a

gradual process. This time period shows how certain steps in the process have affected
the countries differently.
I compare countries that have similar geographic locations, but very different
economies. These countries have different levels of development and are members of
different regional trade agreements.

In fact, they are all members of MERCOSUR, but

they have different levels of membership. They are affected by many of the same factors
because they are located close together, and they have some of the same neighboring
countries. Therefore, I can compare the poverty of the MERCOSUR full member
countries to the countries of the rest of South America to determine if being a full
member of MERCOSUR has helped Argentina, Brazil, Paraguay, and Uruguay to reduce
poverty more than the other countries in South America.

Key sources of statistical data for the projects are the World Bank', the United
Nations Development Programme’, and the Economic Commission for Latin America

and the Caribbean®. These three sources have the most complete datasets on the
indicators commonly used to measure economic development and poverty. Analysis of
the data was then used to create graphs and tables that illustrate my comparison of the
countries’ poverty.

Initial analysis shows that Argentina is the best country to study for many reasons.
It is large enough to cause contagion effects and migration issues, and it includes a large

proportion of MERCOSUR’ total population. Therefore, all events that affect
Argentineans are more relevant to other members of MERCOSUR countries. Also, it
seems to have more transparent and easily accessible data than some of the other
countries. Only examining the data of one country allows for further investigation into
the variables that could affect the economic growth such as national policies and
international economic changes. For example, the economic crisis that began in 1999
and ended in 2002 is an interesting case to study and determine if being a part of
MERCOSUR caused Argentina to fall into the economic depression and/or if it helped
Argentina to recover. I look at political discourse, policy, and current events for the years
I have chosen in Argentina, and the content analysis of these factors shows what
MERCOSUR has done or not done to alleviate poverty in Argentina. Based on these

characteristics and especially the economic crisis, Argentina is a likely site of increased

' http://data.worldbank.org/topic/poverty
* http://mdgs.un.org/unsd/mdg/Data.aspx
3 http://www.eclac.org/estadisticas/

poverty followed by poverty reduction, Determining what caused the poverty reduction is

important to conclude whether or not MERCOSUR caused poverty reduction.
In the single case study, once again, the dependent variable is poverty. Indicators

include the proportion of the national income held by the poorest fifth of society and the
poorest tenth of society. This study allows for more specific independent variables.
Economic and social policies of Argentina are compared to economic and social policies
of MERCOSUR. Also, political pressures from other world leaders and from voters are
examined to determine why certain policies were enacted.
The hypothesis is that MERCOSUR has led to poverty reduction. MERCOSUR
has led to economic growth in the founding member countries, and this growth is
distributed to the poor as well as the rich. Therefore, the poverty is reduced.

Chapter Two: Theoretical Framework
In the past few decades, there have been many theories put forth by governments,
g
non-governmental organizations (NGOs), and economists that focused on improvin

social and economic development in developing countries. Though there have been
small breakthroughs in specific countries, none have solved the overall problem.

One of

the most important factors of increasing development is reducing poverty. Poverty
reduction is not only the goal of individuals, but also it is a goal of the United Nations.

The first Millennium Development Goal set forth by the United Nations to be ideally
achieved by 2015 is to eradicate extreme poverty and hunger (United Nations
Development Programme).
The knowledge of why poverty is alleviated can lead to better policies and more
successful work towards improving standards of living all over the world. Jeffrey Sachs,
York
a leading economic advisor, and William Easterly, a professor of economics at New
University, have debated the need for large-scale foreign aid to help the poorest countries
(Easterly 2005). Muhammad Yunus, a Bangladeshi economist and professor, won the
to
Nobel Peace Prize for founding the Grameen Bank, a micro-credit institution aiming
help the rural poor (“Press Release” 2006). Though there are many theories on poverty
reduction, I will focus on the idea of economic growth as a means for alleviating poverty.
This thesis is based on two general theories of development and poverty. The
first is that economic growth is good for the poor. This is not to say that economic

growth is always better for the poor than other segments of the population, but at the

least, economic growth raises the average income of the poor people while the average
income of the whole country rises (Dollar and Kraay 2002). My hypothesis follows this
theory. If MERCOSUR has grown the income of its full member countries, then poverty

should be reduced. This is not to say that income inequality is not reduced at the same
time. The second theory is that economic growth furthers income inequality, which
means it does not proportionately reduce poverty. Instead the rich of a country receive
most or all of the profits from the growth (Harrison 2007). If this theory is true in the
case of MERCOSUR, poverty will not be reduced and income inequality will grow.

The varied ideas about economic growth’s effects on the poor show how
complicated the topic is. Each case study is different because of diverse measures or
each
variables taken into account and controlled. Also, some researchers claim that

theory, and the studies that support it, are part of a political agenda. It is impossible to
account for all variables in this study and similar studies on the effects of economic
growth and integration on poverty. In the last two decades, almost every study that has
evidence supporting one theory over the other has had a study or an article written about
why that evidence does not show an absolute certainty (Harrison 2007).

The relationship between growth, poverty, and income inequality is complex.

If

inequality is held constant, an increase in national income, ideally the outcome of trade
do
liberalization like MERCOSUR, will reduce poverty. The poor gains money, but they
not gain any political or societal power because their relationship with the rich stays the
same. It is possible that the cost of living could increase, and the poor would be just as
bad off as they were before the growth. On the other hand, if per capita income for a

country is held constant, an increase in inequality will increase poverty.

If those were the

only two factors that contributed to poverty, then growth and consistent inequality would
of the
be good for the poor. The complications begin when there is no way to keep one
variables, per capita income or inequality, constant. The relationship will depend on
which of the forces is stronger than the other. According to Ravi Kanbur, there is no
way
statistical relationship between inequality and growth (2005). Therefore, there is no
of knowing if merely growth will help the poor. It is possible that an increase in
inequality can be so great as to outweigh the increase in income that would have gone to
the poor if inequality stayed constant (Kanbur 2005).
Globalization has led to economic growth and the ability to move within the
income hierarchy of countries. Globalization led to more economic integration, which
led to more countries specializing in exports in line with their comparative advantage.
Trade liberalization has made the world economy a more level playing field because most
countries have been given more opportunities to prosper. As long as they export in line
with their comparative advantage, they can trade more with less competition (Wade
2004). Therefore, trade liberalization should lead to economic growth, and the

relationship between economic growth and poverty can be studied.
According to David Dollar and Art Kraay, “income of the poor has a very tight

link with overall incomes” (Dollar and Kraay 2002). Their study investi gated the effects
of growth of national incomes on poverty. They defined the poor as the people in the
bottom fifth of the income distribution of a country. The study took data from both
developed and developing countries over forty years, and examined the per capita income
of the poor compared to the average per capita income. Results showed an almost one-

to-one relationship between the average income of the poor and the average income of

the country. For example, if the economy of a country grows two percent, the average
income of the poor will also grow two percent. Their study showed that the poor

benefited just as much as the rest of the country from economic growth. It showed that
80 percent of the variation in incomes of the poor is accounted for by the per capita
income of the entire country (Dollar and Kraay 2002).

Dollar and Kraay then looked at different policies and institutions that are usually
thought to affect poverty reduction, including economic crises. Relating to economic

crises, they found no significant evidence of a disproportionate relationship between
income of the poor and the effects of the crises. Social programs are a factor not taken
time.
into account in this calculation, Economic growth has become more pro-poor over
In other words, as time goes on, it increases the income of the poor more and more. Most

institutions and policies that are considered pro-poor because they raise the income of the
poor proportionately are open to international trade, improved rule of law, and improved
financial development. Reducing government consumption and stabilizing inflation
increase the income of the poor more than they increase the income of the rest of the
country. These policy effects are called “super pro-poor” (Dollar and Kraay 2002).
There is no evidence to support a relationship between the income of the poor and formal
.
democratic institutions, primary school enrollment rates, or government social spending
According to Dollar and Kraay, growth is not the only factor in improving the lives of the
poor, but it plays a large role (Dollar and Kraay 2002).
Ann Harrison and Margaret McMillan challenge the ideas of Dollar and Kraay.
They put forth six lessons about the relationship between globalization and poverty.
These lessons do not state that economic growth will not help the poor; instead they

explain conditions that must be met in order to reduce poverty. First, “the poor in
countries with an abundance of unskilled labor do not always gain from trade reform”

(Harrison 2007). One of the most accepted trade theorems, the Stolper-Samuelson
theorem, states that when a country opens up to trade its abundant factor will see an
increase in income. According to this theorem, countries with an abundance of unskilled

labor, often the poor, should see an increase in the wages of unskilled laborers. This
increase in income should result in poverty reduction. However, “SS (Stolper-Samuelson)
only holds if all countries produce all goods, if the goods imported from abroad and
produced domestically are close substitutes, or if comparative advantage can be fixed vis-

a-vis all trading partners” (Harrison 2007). If a country’s comparative advantage is for a
product that cannot be made or a service that cannot be done by unskilled laborers, the
poverty reduction does not happen (Harrison 2007).
The second lesson is that complementary policies help the poor to receive the
benefits of globalization. Policies that allow for social and labor mobility are needed to
help the poor make better lives for themselves.

For example, farmers can only benefit

from new technology if there are educational programs that teach them how to use it.
Country-specific social safety nets are important. In Ethiopia, food aid had to be targeted
to a specific population for it to benefit the poor (Harrison 2007).
Poverty reduction can be furthered through export growth and increased foreign
direct investment. This lesson is shown in many examples. Specifically, in Colombia,
increased exports caused labor legislation to be followed more closely and poverty rates
to fall. In Mexico, the poor in the regions that are considered most global did not suffer
as much during times of economic crisis. MERCOSUR’s objectives include export
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growth. According to this lesson, a result of this export growth would be poverty
reduction. On the other hand, lesson four is that economic crises can be very costly to the
poor.

Latin America, as a whole, has experienced many economic crises in the last three

decades. These must be taken into account when studying the economy and poverty in
the region. Economic crises affect low-income countries more than countries that have
been further developed.

This lesson demonstrates the need for reliable institutions and

policies (Harrison 2007).

The fifth lesson is that the poor have varied outcomes when they encounter
globalization.

Some of the poor will benefit and some will suffer.

Many economic

factors can cause the poor to win or to lose in situations of globalization.

For example,

two farmers in the same country could have different results because the winner has
foreign direct investment coming into his region of the country, but the loser does not
have support from the foreign investment.

Also, two manufacturers of the same product

in two different countries could have different outcomes from trade liberalization if one
of the countries originally had trade barriers set up for the product and the other country’s

trade was more open (Harrison 2007),
Since all countries and regions of the world are different, it is very difficult to
determine one theory that works for the whole world. I will be studying the effects of
economic integration through MERCOSUR, the growth in the economy it caused,
and
their effects on poverty reduction in the Southern Cone of South America
in order to find
a possible solution to poverty there.

The solution to poverty in South America may not

work in other regions of the world, but the need to help the poor
keeps politicians and

scholars searching for the answer.
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Chapter Three: MERCOSUR
Long before MERCOSUR,

Latin Americans began the process of economic

integration. Though none of the earlier agreements and organizations were successful,

they were influential in the idea behind MERCOSUR.

For example, the treaty to create

the Latin American Free Trade Association (ALALC) was signed in 1960.

It allowed for

choice-negotiations between member countries to decide if they wanted to reduce import

duties. It was successful in reducing trade barriers for several years, but eventually the
objectives and the results were too distant. The Latin American Integration Association
(ALADJ) replaced the Latin American Free Trade Association in 1980.

Instead of

creating a free trade zone, ALADI created a way for countries to enter into bilateral
relationships more easily. The economic preference zone did not succeed in the longterm objective of creating a common market (“Southern Common Market’’). Brazil and
Argentina signed an agreement in 1986 under the ALADI, and this agreement became the
basis for cooperation between Brazil, Argentina, Paraguay, and Uruguay.

As the four

countries signed the Treaty of Asuncién on March 26, 1991, they agreed to work
gradually toward becoming a common market by December 31, 1994. Other
countries
were given the option to join as associate members (“Southern Common
Market”).
Currently, the associate member states include: Bolivia, Chile,
Ecuador, Peru, Venezuela.

and Colombia (La Secretaria del MERCOSUR).

14

As expressed by the Secretariat of MERCOSUR, “the four State Parties that make
up MERCOSUR

share common values that are expressed in societies that are democratic.

pluralists, defenders of fundamental liberties, defenders of human rights, defenders of the
protection of the environment, and defenders of sustainable development” (La Secretiaria
del Mercosur). They commit to fight poverty and work towards equal economic and
social development. With these fundamentals the nations look to expand their national
markets, through integration. The growth of the national markets will allow the states to

speed up “the processes of economic development with social justice” (La Secretaria del
Mercosur).

The original objectives of MERCOSUR included the free transit of production
goods, services, and factors between member countries without any barriers and putting
into place a common external tariff. The countries would then decide on a common trade
policy for nonmember states and regions.

They would agree on macroeconomic policy to

make sure there was free competition between member states, Lastly, the member states

agreed to adjust their laws to comply with the goals and regulations of MERCOSUR
(“Southern Common Market”).

In 1994, the members of MERCOSUR met in Brazil and signed the Ouro Preto
Protocol. The protocol marked the end of the transition period and the implementation
of
the common trade policy to form a customs union. It also set up the institut
ional structure
of MERCOSUR (La Secretaria del Mercosur).
MERCOSUR’ institutional structure is made up of two main bodies
and several

other bodies that assist the primary groups. The first is the
Common Market Council.

is made up of the Ministers of Foreign Affairs and the Minis
ters of the Economy of all

15

It

four countries. The countries chair the Council in rotating alphabetical
order. The

Council is the highest level of administration in MERCOSUR. Its objectives include
being the political leadership of the integration process, making the decisions that will
achieve the goals originally set up in the Treaty of Asuncién. The members meet at least
once a every six months, and the meetings include the presidents of the countries
whenever they are available. In order to make a decision, the Council must have a

consensus and all member countries have to have at least one person in attendance. The
Common Market Council also determines the internal rules of the Common Market
Group, the second organ of MERCOSUR’s administration (Termansen 2010).
The Common Market Group, the executive agency of MERCOSUR, is comprised

of four members and four alternates from each of the following national government
agencies: the Ministry of Foreign Affairs, the Ministry of the Economy, and the Central
Bank. In general, the Common Market Group approves financial activities, organizes
Common Market Council meetings, and creates and eliminates working groups of
MERCOSUR as needed. Meetings of the Common Market Group can be called
whenever necessary. The meetings are held in the member states rotating in alphabetical
order. Decision-making in the Common Market Group is done by consensus as long as
all member states are represented (Termansen 2010).
The MERCOSUR Commerce Commission, the third agency, assists the Common
Market Group with the application of the common trade policy, and it oversees most
financial matters. It is made up of four full members and four alternate members from
each country. Meetings occur once a month or whenever the Common Market Group
requests them (Termansen 2010).

16

The MERCOSUR Administrative Secretariat is the organ that does the
operational work of MERCOSUR.

It organizes meetings, keeps records, and does support

a member country
tasks for the other organs. This organ is made up of one director from
group composed
and other staff. The Join Parliamentary Commission is a representative
of an equal amount of congressional representatives from each country. It reviews issues

set by the Common Market Council and works toward the harmonization of legislation
(Termansen 2010).
After the Ouro Preto Protocol was signed, the leaders of the member countries
agreed to begin a new stage working towards a common market. In 1994, with the
initiation of the customs union, tariffs, and non-tariff barriers were eliminated to create a

single territory in terms of customs between the countries. It also involves the adoption of
a common external tariff imposed on countries that are not part of the customs union. A
common market is a customs union that also allows for the free movement of factors of
production, in particular labor, across borders. Countries within a common market
coordinate their economic policies and national legislation (“El Proceso de Integracion”’).
Since the early 2000s, MERCOSUR has strengthened its focus on social programs

and the living standards of the citizens of its member states. The Meeting of Ministers
and Authorities of Social Development of MERCOSUR (RMADS) was instituted in
2001 at a meeting of the Common Market Council. The idea of this group began in 1997
when the Secretariat of Social Development of Argentina called a meeting of the officials
of each member country in charge of social development and poverty reduction. The
objective of the RMADS is to coordinate common policies and actions in the member
states that work towards social development. The meetings involve sharing successful,

17

problems. The Permanent
national experiences that could be introduced to solve common

Secretariat of the MERCOSUR Social is in charge of maintaining the discussions
between the countries on social development as well as the Social Agenda of

MERCOSUR and the execution of the Biennial Plan of action of the Meeting of
Ministers and Authorities of Social Development of MERCOSUR (“Quienes Somos”).
RMADS is still in the early stages of attempting to make a difference in the social
development of the MERCOSUR countries, but it has attempted to become more
One
structured, communicate better, and continue to work for the good of their people.

strategic plan
of the goals of the 2007-2009 biennial plan of the RMADS was to define a
and then have it
for social development based on the Millennium Development Goals
).
adopted and communicated to other MERCOSUR groups (“Quienes Somos”
Coordinated by the RMADS, the MERCOSUR Social Institute (ISM) was
structured institution
founded in 2007. The institute was different because it was a more
of the ISM was seen as
established solely to focus on social development. The foundation
also the social issues in
a major commitment to work on not only the economic issues but
ISM (“Mercosur 2011).
MERCOSUR. MERCOSUR approved a budget of $227,000 for
the consolidation of the
The general objectives of ISM are the following: “contribute to
OSUR, support
social dimension as a fundamental axis in the development of MERC
of social regional policy,
overcoming asymmetries, technically collaborate on the design

of horizontal
exchange good practices of social material, promote mechanisms
No 03/07).
cooperation, and identify sources of financing” (Decision
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In order to determine if MERCOSUR has played a role in poverty reduction in its
full member countries, the first question is whether or not poverty and inequality
reduction have occurred. The first two graphs attempt to answer this question.
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Graph 1 shows the income share held by the poorest fifth of the country. This
graph does not result in a conclusive answer of whether or not inequality has been
reduced since the implementation of the MERCOSUR customs union. On average. Brazil

and Paraguay have seen the income share held by the poorest fifth of society rise since
1995, the year that the customs union was fully put into place. However, Argentina’s and

Uruguay’s poorest fifth of society receive a smaller proportion of the national income in
2007 than they received in 1994. Argentina’s economic crisis in 2002 can explain why
the poor Argentineans’ income falls until 2005. The poorest fifth of Chilean citizens
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Uruguay

gradually received a larger share of the income from 1987 until 2007. The Bolivian poor
did not see an increase in their income until 1999. It is interesting to note that the shares
of the income held by the poorest fifths of society seem to be converging around 2007
indicator by
(The World Bank). \t is possible that trade liberalization has affected this

causing the countries’ levels of inequality to gradually become more alike.

Graph 2
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Graph 2 shows the percentage of the countries’ populations that are living on less
than two dollars each day. This indicator shows poverty reduction in the MERCOSUR
full member countries. Though it may be a very small amount, each of the countries in

this graph show a reduction in the number of people living in poverty by the time they
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reach 2007. Every country except for Uruguay shows this reduction occurring by the year
7002. The customs union was fully put into place in 1995 (The World Bank). However,

the effects of the customs union would not be seen immediately. Seemingly, these effects

may be seen by 2002. Once I determine that poverty reduction has occurred, I am looking
to see if MERCOSUR caused this change.
Generally, there are three reasons why countries work towards intraregional

cooperation. They have political or security concerns, they expect to gain from
liberalizing trade, and they expect to gain from regionalizing production and transferring
capital and technology across borders (Whiting 1993), Though the MERCOSUR
members have been motivated by political or security concerns, the other two reasons are
the basis for believing that MERCOSUR has experienced economic growth that could
lead to poverty reduction.

MERCOSUR members use increased regional integration to attract new external
investment and technology into their countries. Integrated markets allow for capital
increases, access to low-wage labor, or the availability of highly skilled workers.
Integrated markets are very attractive to multinational corporations. They allow for
factories to be built in at least one country with inexpensive labor, and then they can take
advantage of lower costs of communication and transportation. These favorable
conditions not only led to foreign multinational corporations entering MERCOSUR but
also, they led to the creation of eleven Argentine-Brazilian binational corporations by
1993 (Manzetti 1993).
MERCOSUR was formed with the expectation of gains from liberalization of

international trade. “Trade liberalization maximizes the gains from inherited comparative
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advantage and encourages efficiencies ftom specialization and economies of scale”
(Whiting. 1993: 23). Whiting also points out that trading with neighbors gives a country

the benefits of larger economies and easily accessible trade partners while protecting
countries against efficient global producers (Whiting 1993). Regional integration after the

1960s took on a new meaning especially for the United Nations. The United Nations
encouraged an outward-oriented strategy with regional integration as a principal aspect.

MERCOSUR countries work to make their members more competitive in the
international arena instead of solely looking for ways to increase producers’ competition
within a country.

Graph 3
MERCOSUR exports by destiny
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MERCOSUR’s founders were right to expect gains from trade liberalization.
Trade among MERCOSUR members increased from $5.1 billion in 1991 to nearly $8
billion in 1993. In 1992, Brazil’s trade with MERCOSUR countries grew 38.5%
2007.
(Manzetti 1993). Graph 3 shows MERCOSUR exports and imports from 1998 until
Exports consistently grow, and imports grow after the economic problems at the end of

interesting to
the 1990s and the beginning of the 2000s (World Trade Organization). It is

note that in both imports and exports the category of other regions account for a much
23

2005

2008

200)

—larger proportion of exports and imports. This is true because MERCOSUR’s S$mai
main
trading partners are the European Union and the North American Free Trade A

greement.

These two are the largest trade blocs in the world. The existence of MERCOSUR
MERCOSUR members. . Growt
Gro h
attracted trade with everyone not just those considered

in trade should lead to growth of the national economies (Termansen 2010).
One theory about poverty reduction is that economic growth reduces poverty by

average
increasing the national income (Dollar and Kraay 2002). Graph 4 shows that on
countries have experienced
all four full member countries and two associate member
except for
growth since the creation of MERCOSUR. All countries in South America

UR. The full
Suriname and Guyana are either full or associate members of MERCOS
ela, Colombia, Chile,
members are Argentina, Brazil, Paraguay, and Uruguay. Venezu

members are partner states
Ecuador, Peru, and Bolivia are associate members. Associate
members’ markets. They receive
without full voting rights or full access to the full

tions. Also, they are not required to
preferential trade agreements and some tariff reduc
of their imports. Because it is relatively high,
impose the common external tariff on all
to
trade, the associate members do not want
and the countries fear it would discourage
the associate
f on their imports. Therefore, many of
implement the common external tarif
).
members (Klonsky and Hanson 2009
members choose to not become full
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Graph 4
South America: GDP per capita
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Graph 4 shows the gross domestic product per capita in several South American
the full member countries
countries from 1980 until 2007. The countries shown include

Guyana, which is not a member of
of MERCOSUR, two associate member countries, and

MERCOSUR.

wed the Import
Before the 1980s, most Latin American countries follo

y. Their economic processes were
Substitution Industrialization (ISI) development theor
their exports trying to be less
internalized, and each country focused on limiting

ver, as time went on, this theory proved
dependent on other countries to survive. Howe
gh from the few export commodities that
unsuccessful. The countries did not earn enou
decade” due to
. The 1980s are known as the “lost
they had, and their economies declined

investment capital in other regions of the
a decline in growth and rising attraction for
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Bolivia

Chile
Guyana
Paraguay
Uruguay

>
dropped from 6
yorld. From 1980 to 1990, Latin America’s proportion of world trade
world.
ercent t0 3 percent. It was the region with the slowest income per capita growth :

Pp

n American exports to the world economy
Contrary t© appearances, the quantity of Lati

lem arose when the exports’ values
increased during the 1980s and 1990s. The prob
and more for the global economy, but
declined. Latin Americans were producing more

poor were used for cheap labor, and this
the profits were not showing these efforts. The
ty (Robinson 2004).
exploitation was increasing pover
ncy, and inflation began to
Several governments responded by printing more curre
had to default on international loans. The
rise drastically. Consequently, the countries

Monetary Fund) and
“holders of these debt obligations, especially the IMF (International
to enforce neo-liberal economic
the IDB (International Development Bank)” began
policies (Kent, 2006: 335).
placed the region ina
The economic restructuring towards the neo-liberal model
es “sought to cut
social crisis (Robinson 2004). The neo-liberal economic polici
the national economy, to
government expenditures, to reduce the government’s role in
capitalize on local, regional,
deregulate and to open markets, to promote free trade, and to
(Kent 2006: 347).
and national comparative advantages in export economies”
the poor to develop into a
Deregulating the economy allowed for the exploitation of
expenditures, in many
comparative advantage of cheap labor. Also, cutting government
There is little data on poverty
countries, means cutting social programs that help the poor.
1 that both Argentina and
and inequality at this time. However, it is evident in Graph

of the national income
Brazil had an increase in inequality at this time. The proportion
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>

hel

aby the poorest fifth of society decreases for both countries in the second half of the

1980s.
In accordance with the austerity measures set forth by the IMF and the IDB, the
. fy in South America determined that the neo-liberal economic model was their best

ric

chance to gain more power and money. They used their power “to undertake massive

neo-liberal restructuring, opening up the world in new ways to transnational capital”
(Robinson, 2004: 136). The globalization that this strategy resulted in allowed them to
specialize and use the comparative advantage of cheap labor in Latin America. The neo-

liberal model was used as a means to restructure and reorganize economies within
countries, and then put them into the global economy. To that end, the elite drove
economic integration in order “to tear down all barriers to the movement of goods and

capital, and to create a single unified field in which global capital can operate unhindered
across all national borders” (Robinson, 2004: 137).
This increasingly global environment led to the creation of MERCOSUR as
another way to enter the global economy. Growing competition in world markets caused
countries to band together into regional economic blocs.

In this same time period, the

European Community, the North American Free Trade Agreement countries, and Japan
and the countries of East Asia all joined together in order to make themselves more
competitive in the global economy. MERCOSUR was a product of the same integration
movement (Manzetti 1993). As seen in Graph 4, these neo-liberal policies and increased
integration created growth in the South American countries from 1990 until 1997. The
gross domestic product per capita grew in all of the countries shown. This increase in

capital came from “diverse portfolio and financial ventures, such as new loans, the
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>
p

lative investment in financial
urchase of stock in privatized companies, and specu

2004: 139).
services” (Robinson,
in
During this time the external debt of Latin America grew from $230 billion

nearly impossible for many
1980 to close to $800 billion in 1999. Debt-repayment looked

e
countries, and the threat of default was imminent. Servicing the debt had negativ

endure the pressures of
consequences for the popular classes especially. The poor
res onto them. An
repaying the debt because the government forces austerity measu
imports surpassed the exports
economic crisis began around 2000 when Latin America’s
(Robinson 2004).
pace. Generally,
The MERCOSUR countries have not grown at the same
raged by the neo-liberal model, should
globalization and economic integration, both encou

grow faster, and the rich countries
lead to a convergence, the poor countries should
d become more and more alike. In 2000,
should slow down. Their GDPs per capita woul

, public sector debt targets, and a
the member countries agreed to implement joint fiscal
help MERCOSUR members
convergence process to achieve them. These policies would
to work together.

of
However, full convergence has not happened in the case

the first crisis to affect all
MERCOSUR. The economic crisis from 1999 until 2002 was
the convergence targets to fall
four full member countries at the same time, and it caused
from the priorities (Termansen 2010).
trade area in its
MERCOSUR has been fairly successful at setting up a free
s. However, it has not
member countries and at setting up a common system of tariff
common market is a
achieved the goal of a common market (Kent 2006). Becoming a
very complex and difficult undertaking. Over more than the past four decades, many
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attempts to create a common market have been made. The European Union is the only
group of countries to successfully pass from free trade area to customs union to common

market (Leipziger, Frischtak, Kharas and Normand 2001)

MERCOSUR Full Member Countries Data
The following four graphs show indicators of poverty and how they relate to the
GDP per capita in the full member countries of MERCOSUR.

Graph 5
Poverty Indicators of Brazil
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Graph 4 shows the share of the national income held by the poorest ten percent
and twenty percent of the population of Brazil compared to the gross domestic product

(GDP) per capita. The poorest ten percent do not experience a significant increase or
29

0

—decrease in their income.

an
After the creation of MERCOSUR, the poorest quintile saw

average increase in the income held by the poor.

There were small decreases that did not

held
capita rises along with the income share
last for more than one year. The GDP per

lation (World Bank).
by the poorest twenty percent of the popu

ase in poverty. This
On average, from 1988 until 2007, Brazil experienced a decre
d with
data is surprising because from around 1987 until 1994 Brazil was plague

ts and a monetary policy that
hyperinflation. The hyperinflation, caused by fiscal defici
GDP growth. The Real Plan,
helped the elite, was not great enough to exceed the

controlled inflation. One possible
implemented in 1994, stabilized the currency and
nsion of the social security and social
reason for the decrease in poverty is the expa
into the conditional cash transfer
assistance systems. These social programs morphed

Brazil’s poverty has decreased more
program, Bolsa Familia (Ferreira and Leite 2009).

program was introduced (Silva).
than nine percent since 2003 when the Bolsa Familia

30

Graph 6
Poverty Indicators of Paraguay
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in 1995,
Paraguay’s inequality grows drastically from 1990 until 1995. Beginning

twenty percent of the
the income share held by both the bottom ten percent and bottom
the year that
population either stay the same or grow a little every year. 1995 was
follow the policies
Uruguay and Paraguay finished reducing their tariffs 100 percent as to
of the MERCOSUR customs union (World Bank).
Paraguay’s poverty peaked in 1998, which is different than the other
crisis from 1999 until
MERCOSUR countries. The other countries were affected by the
in 2002 before a rather
2002, and mostly their poverty rates peaked later. It went up again

the head of the
rapid decline. Paraguay’s instability is due to corrupt officials. In 2001,
million to a
central bank resigned after being accused of fraudulently transferring $16
ed for
United States bank account, In 2002, President Gonzalez Macchi was impeach

charges including corruption (“Timeline: Paraguay”).
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Graph 7

Poverty Indicators of Uruguay
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Uruguay’s GDP per capita has, like the other countries, increased since the
creation of MERCOSUR.

It is greatly affected by the Argentine economy, and this

influence may explain the small drop in GDP per capita around 2002.

The share of the

national income held by the poorest ten percent does not make a significant change.

Interestingly, the share of the national income held by the poorest twenty percent
decreases an average of .8 percent from 1992 until 2007. These indicators are measuring
inequality in Uruguay. Such small changes lead to the belief that MERCOSUR

did not do

anything to decrease inequality in Uruguay. However, poverty reduction is still a
possibility (World Bank).

Uruguay’s poverty increased after 2002. This increase could be caused by
Uruguay’s dependence on the Argentine economy. As shown in Graph 4, Uruguay’s
32
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Graph 8
Poverty Indicators of Argentina
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percent and twenty
Graph 8 shows the income share held by the poorest ten
percent of the country in Argentina.

The proportion of income that is held by the poorest

ten percent of society does not change significantly.

The proportion of income held by

2002.
the lowest quintile of society decreases until after the debt crisis of
to recover after 2004.

The poor begin

The GDP per capita had already begun to grow since 2003.

Poverty rose in Argentina from 1986 until 2002.

This rise was due to the Argentine

Economic Crisis, which began in 2001. Around 2003 during the recovery process, the
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jowest class

began to rise out of their abject povert y. The percentage of the population

2002, » itit hadha
jiving 7 jess than two dollars a day was down to 7.34 percent in 2007. In
Bank).
pen 19.3 percent ( World
Now that the evidence

of poverty reduction and

of the
shown, I attempt to explain the causes

pover ty

economic

growth h as b been

i
reduction; the focus is on Ar gentina.

l
current events,z; changes in politica1uica
These explanations can include economic growth,
ny other factors.
power, policy change, and ma
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tina is the second largest economy in MERCOSUR.

It is home to a large

f the population, and its economy’s achievements and weaknesses affect other

GDP
the Uruguayan economy. Argentina’s
ly
cial
espe
ies
nom
eco
s’
trie
coun
member

from 1998 until 2002. As discussed in the
grew unti] around 1998 and then fell drastically

economic depression in most of
previous chapter, this time period was marked as an

product dropped 28%, the Argentine
Latin America especially Argentina. Gross domestic
nt rose almost 11%
peso was devalued, inflation grew to 41% in 2002, and unemployme

by the lowest twenty percent gradually
to reach 23.6% in 2002. The income share held
ly (Saxton 2003). Argentina’s
decreased until 2005, when it rose much more quick
to analyze the effects of
economic crisis makes it a good model that can be used
in a crisis.
economic integration on a country, especially a country

How did the

tina? Did MERCOSUR
economic depression and then recovery affect the poor in Argen

help or hurt the country in relation to their economic crisis?
may
Argentina’s unstable economy even dating back to its independence, in 1810,
ing
have contributed to the economic depression. Until the end of the 1800s, simply print
more money financed budget deficits. This increase in the money supply caused inflation
and low economic growth. In the late 1800s and early 1900s, the economy began to grow.

ution
Argentina moved to an import-substitution economy in the 1930s. Import-substit
economies focus on self-sufficiency in a country. They do not want to depend on other
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ther governments,

there is no way to know if some form of instability in
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product being imported
country will affect the production and distribution of the

another

Imp
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ort

3 gubstitution had poor results — low growth and high inflation — and was replaced
rowth in the 1980s and 1990s (Kent 2006).

export-led

g

ent in 1989. Menem
Carlos Menem, the governor of La Rioja, was elected presid

was 4

the military
faithful Peronist even when he was imprisoned, in 1976, after

He later used his Peronist ties to gain support within the
overthrow of Isabela Peron.
ed on a platform that included support
Argentine poor and working class. He campaign

s (“Carlos Saal Menem” 2008).
for the lower class especially those in urban area
of the vote from every province but
In the 1989 election, he received the majority
to deal with the economic problems of the
one. However, after his election, Menem had
ort, were no longer realistic (“Carlos Saul
time. His promises to the poor, his base of supp
this
needed to be stabilized, and to succeed in
Menem” 2008). The Argentine economy

. He needed cheap debt and foreign direct
endeavor, Menem had to changes his objectives
investment.

e trying to improve the world’s
President Menem spent much of his time in offic
Argentina’s foreign debt needed to
opinion of Argentina. The countries that controlled

back the debt. Also,
tegain confidence in the country’s ability to recover and pay

the economy recover.
Argentina needed foreign direct investment to help
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Therefore,

he

diifficu
fflticu

Mene!
stab!

jlize- Menem

job of convincing
creditors that Argent
inna’
8e€nti
a’ s

econo

MY Would

needed both the countries with auth
or ity over Argentina’s debt

and

and the
th

compa! ies with foreign direct investment (FDI) to distribute to believe him The majorOrity
ge countries Were the west
ern developed nations. Th
erefore, Menem was for
of tho
;
ced t 0
saqnnt8 economic orthod

ox ideas such as those included in
the Washington
contort
gensus. Menem set up both shortterm and long-term plans with the
goals of
Con
ovine Argentina’s economy in the opinions
of global leaders (“Carlos Sail Menem”
imp

2008).
In the short-term, the Argentine economy underw
ent radical changes to

demonstrate to the world that the government was willing to take the Nece
ssary steps to
stabilize their economy. Menem began the neo-liberal
processes of Privatizing,
deregulating, and cutting taxes. He completely
privatized utilities including oil

companies, telephone companies, the post office, gas,
and electricity. The goal was to
lessen the responsibility and financial burdens of the gover
nment in these companies. On
April 1, 1991, the Convertibility Law was implemented.
It pegged the exchange rate to
the United States dollar, and it forced money given
out by the central bank to be backed

by the United States dollar. This law, as well as the arriva
l of more foreign direct
investment, lowered inflation. By 1994, inflation was
back down to 4% (from 2,314% in

1990) (Saxton 2003).
To the poor, these steps were a betrayal. Most of the attem
pts to improve the
economy had negative effects on the poor, but they
were necessary to gain confidence
ftom other countries? governments. Argentina was
in dire need of assistance, and to get

that help, Menem had to compromise on some of his original promises
to the poor. He
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f countries richer than Argentina in order to gain the

es nece

mic reforms helped Argentina's GDP to grow rapidly in the 1990s. The

Econo
vas
pose but

no

F gary for the economy to recover (“Carlos Savill Menem” 2008) ;

that the unemployment rate was also growing. The number of available jobs

tat arate fast enough to keep up with the rising number of job seekers. Rigid
.

hi
labor laws and

gh taxes on employment made it harder to create needed jobs (Saxton

wfenern'S long-term plan to recovery included MERCOSUR. He was a key player

+ < creation MERCOSUR was a way for Menem to regain favor with both the citizens
in its

of Argenti

,

na and many world leaders. Because the poor felt betrayed after Menem’s

nomic reforms, his base of support changed to the middle and upper classes. The
ec

middle and upper class Argentineans appreciated MERCOSUR

because less tariffs

other products at
brought in lower-priced goods. They were able to buy gas, cars, and
they did
much lower prices. Companies were able to sell their products for less because
s shipped.
not have to pay as much to have the products or the parts that make the product
MERCOSUR also appealed to the middle class because it lowered interest rates. Interest
rates are made lower if there is less risk and a larger money supply from which loans can
be taken. MERCOSUR lowered the perceived risk of giving loans to Argentina and
Argentineans, which in turn lowered the interest rate (Saxton 2003). Menem also gained

support from the upper classes by increasing profits from exports. As deregulation
occurred, it became easier to pay workers less and less. The poor laborers were earning

less money for equal or more work, and poverty rates grew (Robinson 2004).
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Menem implemented in 1991. This law, encouraged
the Convertibility Law of President
the IMF, caused the Argentine currency’s value to rise. The United States’ economic

by

boom it

1 the 1990s increased the value of the United States dollar, and therefore, the

value of the peso also increased. Because the Argentine currency’s value was higher than
the value of other countries’ currencies, Argentina’s exports, at this time, were more
expensive than the imports. The economy could not grow because they were spending
more than they were earning (UC Atlas).

In April of 2001, Cavallo continued his attempts to improve the economy with no
success. He converted the exchange rate link of the peso to the dollar to the link of the
peso toa combination of the dollar and the euro. This change hurt trade in the foreign-

exchange market because different products and different people had to deal with
different exchange rates (Saxton 2003).
The changes in monetary policy, especially tax increases, led to reduced

confidence in the Argentine economy. The Argentineans and the rest of the world no
longer believed that Argentina would recover from the damaged economy. Therefore,

interest rates on national debt increased. It rose 7 to 13 percentage points, and Argentina
was in a “debt trap” (Saxton 2003). In other words, the higher the debt went the more tax

revenue the government needed, but if the government increased taxes the people could
not provide for themselves. Then the people would not be able to pay any more taxes.
In 2001, when the government could no longer finance its debt, Economy
Minister Cavallo put a freeze of deposits in place. In other words, businesses and
individuals could not use their deposits to pay anyone other than depositors in the same
bank. Amid riots and demonstrations against the government, President De la Rua and
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vallo resigned. On December 23, 2001, President Adolfo Rodriguez Saa

a

Minister c

announ

ce

ae default on the Argentine government's debt to foreign private-sector

within a year, he resigned because of demonstrations against him (Saxton

creditors:

2003).

president on January 1, 2002. He began to implement
Eduardo Duhalde became
drastic chan

ges including devaluing the peso, converting dollar deposits and loans into

and voiding many contracts. The economy shrank 10.9 percent in 2002.
pesos,

Unemploymen
Arge

around 40 percent of all
t and poverty rates skyrocketed. In 2002,

ntines were living on less than one dollar a day, and 20 percent more lived on less

freeze and tough
than two dollars a day. Exports fell 4.5 percent because of the deposit
government policies.

Creditors were scared to lend out money (Saxton 2003).

in
Duhalde’s policies proved successful, and the economy began to improve

2003, the deposit
August of 2002. Some export sectors began to grow again, and by April

approached,
freeze was lifted (Saxton 2003). As the 2003 presidential elections
Argentineans were looking for someone who could repair the economy and help the
country to recover. The leading candidates were former president, Carlos Menem, and

governor of Santa Cruz, Nestor Kirchner. Kirchner had a great deal of success as
governor of Santa Cruz. Much of his popularity came from the accusations against
Menem for economic policies that caused the crisis. After the first round, Kirchner was
assured a win when Menem dropped out of the runoff (Campbell 2006).

Kirchner took office, in 2005, amidst a futile economy and citizens who did not
trust their government. He believed in a strong centralized government that made
decisions without external influence. He took a center-left Peronist approach. As soon as
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stability. From 002 until 2005, Argentina’s
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yOn the economic front, Nestor Kirchner had a very successful four years in off 1ceé

ly from the urban poor, the group that
His base of support during the election came large

nad felt betrayed by Menem. He, therefore, was an advocate for social programs that
u

ed to repay and reduce the budget
would help the people who supported him. He work

deficit to 4 schedule more manageable by Argentina. He was even able to get thirty
percent of the defaulted debt cut from what was needed to pay the IMF. Kirchner also
wage. During Kirchner’s
encouraged union negotiations and increased the minimum

presidency, there was a 70 percent increase in real wages, and over one million people
were brought into social security coverage by including unemployed and informal-sector

projects
workers in the social security system. He also expanded the public works
g (Levitsky and Murillo
resulting in more jobs, better infrastructure, and more housin

2008).
Three months after the economic crisis of 2001, Argentina’s economy began to

ina,
grow again. Since then, the GDP has grown by more than fifty percent, and Argent
hemisphere. The
during this time, was the fastest growing economy in the western

ation of
economy was able to start the recovery so quickly in large part due to the devalu
ina again
the peso. This law allowed the peso to be ruled by the economy of Argent
the fixed
instead of following the whims of the United States economy as it had with
s were not
exchange rate. The devaluation boosted the export economy. However, export
months, private
the most important aspect of the recovering economy. After the first six
ly
investment and consumption drove the recovery. Investment grew 41.1 percent annual
from 2002 until 2004. The sectors of the economy that grew the fastest during the
wholesale and
recovery were transport, storage, and communications, manufacturing; and
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mption (Weisbrot : and Sandoval
MERCOSUR did not Cause the poverty
Fae 2007).
a

reduc

tion at this time either. The distributional and social policies of
Nestor Kirchne
the cause of this alleviation.

were
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Chapter Six: Conclusion
the question of whether or not
There are two responses necessary to answer

MERCO

ies. The first is to
SUR caused poverty reduction in the full member countr

it is not a drastic change, poverty
determine if poverty reduction has occurred. Although

ntina, Brazil, Paraguay, and Uruguay since
reduction can be seen in most cases in Arge

the initiation of the MERCOSUR customs union in 1994. For example, since 2002, the
two dollars each day has decreased in
percentage of the population living on less than

ay.
Argentina, Brazil, and Paragu
The second part of the question is whether or not MERCOSUR

was the influence

ted to answer. My
that caused the reduction. This question is much more complica
hypothesis was that MERCOSUR

has increased trade in its full member countries. This

increase in trade, especially exports, should lead to an increase in GDP per capita, which
has happened in MERCOSUR. Then the increase in GDP per capita should reduce
poverty. The simplicity of this hypothesis has a flaw. There are other factors that must be
included in the relationships to determine what has caused poverty reduction. For
example, in the 1990s, the amount of exports that MERCOSUR

members sold increased;

however, the export values decreased due to domestic policies. The poor were working
harder without seeing the benefits. Their wages could not increase because profits for the
companies were not increasing. Decreased wages led to poverty increases, and it
continued to increase until after the economic crisis in Argentina. In the case of
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Aree
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po

we

ntina in the 1990s, MERCOSUR could have reduced poverty, but it did not because

th e negative consequences of domestic policies. Elites looking for more money and
elites
wer implemented neo-liberal policies that reduced regulations on wages. The

re able to gain the profits from selling inexpensive exports (Robinson 2004).
After the economic crisis in Argentina, poverty was reduced. Though

MERCOSUR

was contributing factor, it would not have affected the poor without

domestic distributional

policies. Export increases continued, they were not enough to

emented distributional policies that
cause poverty reduction. Nestor Kirchner impl
alleviate poverty. The minimum wage was increased causing real wages to rise. The

put new focus on
number of people covered by social security programs soared. Kirchner
the public works program that built infrastructure, supplied jobs, and supplied housing
distribution
(Levitsky and Murillo 2008). The policies of Nestor Kirchner allowed for the
as the rich.
of the growing GDP per capita to be spread to the poor as well
MERCOSUR alone could not have caused poverty reduction, but there are some
relationships between MERCOSUR

and the Argentine recovery after 2002. MERCOSUR

in
encouraged trade in Argentina, and the increased exports contributed to the growth
GDP. This GDP was then distributed to the poor through Kirchner’s policies. Also,
because Argentina was a member of MERCOSUR,

investors know that the Argentine

economy has support from other countries, and they were more willing to transfer their
money to Argentina. Being a member of MERCOSUR was seen as a credible
commitment to free trade, and developed countries that supported neo-liberal policies
then supported MERCOSUR.

In order for economic integration to effectively reduce
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owth of the national economy due to increased trade must be combined with
poverty:

distrib

pres

gr

utional policies.

. If a
poverty is affected largely by the political motivations of a country’s leaders

ident’s base of support is the poor, and he or she needs the poor to be re-elected, then

+ teaidire likely to see policies that will reduce poverty. However, if a president has
itl

pease the rich, that president will enact welfare-enhancing policies
es to ap
larger incentiv

not those policies hurt the poor. In the
that will increase profits for the rich whether or

about being re-elected. He needed the
case of Argentina, Carlos Menem was worried
allowed to run for president again.
support of the upper class including the Congress to be
more income for the poor. The poor
Therefore, he implemented policies that produced

ed to put distributional policies into
elected Nestor Kirchner, and that is why he work
place.

pment
MERCOSUR leaders began to focus more on social justice and develo
The economic crisis
beginning around the time of the economic crisis in South America.
the unemployment rate
had grave consequences for the poor. The poverty rate increased,
and to work
increased, the government got rid of regulations that protected the poor,
hurt the poor. The
towards recovery, the government imposed austerity measures that

Meeting of Ministers and Authorities of Social Development of MERCOSUR was
The
created in 2001, and the Social Institute of MERCOSUR was founded in 2007.

objectives of these working groups include writing regional social policy and
coordinating the current social policies of the countries (“Quienes Somos”). This
movement towards social development also came around the time that many presidential
elections were occurring in the MERCOSUR

full member countries. In 2003, Brazil

49

gain most
and Argentina elected Ki irchner. Both of these p residents gai

poor.
ort from the

d
i sue all over the worl . In orde r to com pletely
nt t is
ta
ns
co
a
is
tion
P overty reduc
nditions with the righ
country would h ave toc reate almost perfect cond

y, 4
eradicate povert

i y.y
d th e rig
i ghth societ
leaders, 5 an
ght
ri
he
policies, t

This situation wilil l most likel y not

n
esisi can help rule out on e option whe n decidi g how
h
t
i
is
th
t
a
h
t
is
my hope
happens but

i ion.
poverty eradicatat
of
al
go
e
th
e
pest to achiev

50

t

>

Bibliography

camP
"Carlos

d. “Argentina’s Nestor Kirchner. Peronism Without the Tears.”
;

F
:
s. 27 Jan. 2006. Web.
Council on Hemispheric Affair

bell, Hartfor

2008.
The Columbia Encyclopedia, Sixth Edition.
Menem."
:
m>.

//www.encyclopedia.co
Encye Jopedia.com. 25 Mar. 2011 <http:
Saul

Latina y el Caribe. 15 Sept 2010
“CEPALS TAT.” Comision Economica para América
cee

<htt p:/wwweclac.org/estadisticas/>.

. MERCOSUR,
Decision 003/07 Instituto Social del Mercosur

2007.

Aart Kraay. "Growth is Good for the Poor." Journal of Economic
Dollar, David, and
g
r, The World Bank. (2002).
Growth. Development Research Group Workin Pape
Washington Post 13 Mar 2005: BW03.
Easterly, William. "A Modest Proposal."

http://www.rau.edu.
démica Uruguaya. Jul 2008. <
Aca
Red
”
on.
aci
egr
Int
de
o
ces
“E] Pro
m>.
uy/mercosur/ faq/prel1.merco.ht
ppee G. Leite. “Halving Brazil’s Poverty, 1983-2006.”
Francisco H. G. and Phili
Ferreira,

The Poorest an

icy Research Institute: 2009.
d the Hungry. International Food Pol

rnal of
ion Without Economic Growth?” Jou
uct
Red
ty
ver
“Po
al.,
et
G.,
H.
F.
Ferreira,

1-17.
Economic Development. (2009):

of
“Globalization and poverty.” Journal
Harrison, Ann and Margaret McMillan.
Economic Inequality 5. (2007): 123-134.
of
Poverty: Some Hard Questions.” Journal
Kanbur, Ravi. “Growth, Inequality and
): 223-232.
International Affairs. 58.2 (Spring 2005

People. New York: Guilford Press, 2006.
and
s
ion
Reg
a:
ric
Ame
n
Lati
rt.
Robe
,
Kent
2009.
ed. Council on Foreign Relations. 20 Aug.
Klonsky, Joanna and Stephanie Hanson.
Web. 14 Feb. 2011.

La Secretaria Del Mercosur. MERCOSUR.
<http://www.mercosur.org.uy/>.

14 Apr 2010.

51

;, Danny

ackwell Publishers, 2001.

LoipZie
Le

M., et al. Mercosur.

Integration and Industrial Policy. Oxford:

“Argentina: From Kirchner to Kirchner.”
toria(2008):
Murillo.16-30.
Maria Vic19.2
rc itsky; steven
al ,of and
Democracy
Journ

- 1

Manzett is

uigi, “The Political Economy of MERCOSUR.” Journalof Interamerj

World Affairs 35.4 (1993): 101-141,

f

Interamerican

» South South Learning on Social Protection. United Nations Development
ipc-undp.org/south-southProgram ramme. 2 Mar 2011 < http://south-south.
cooperatio n/item/3 14-mercosur>.

«Mercosur.

cagillennium Development Goal Indicators.” United Nations Develo
pment Programme.
Millen

Sept 2010. < http://mdgs.un.org/unsd/mdg/Data.aspx>.

"

“QDA Loan to Support the Agricultural Sector, The Foundation of Paraguay’s Economy.”
Japanese International Cooperation Agency. 10 Aug 1998 <
http://www.jica.go.jp/english/news/jbic_archive/english/base/release/oecf/1998/0
810-e.html>.

“poverty.” The World Bank.

10 Sept 2010. < http://data.worldbank.org/topic/poverty>.

"press Release - Nobel Peace Prize 2006". Nobelprize.org. 25 Mar 2011
<http://nobelprize.org/nobel_prizes/peace/laureates/2006/press.htmI>.

“Quienes Somos.” MERCOSUR Social. 10 Nov 2010
< http://www.mercosur-social.org/>.
Robinson, William I., “Global Crisis and Latin America.” Bulletin of Latin American
Research 23, 2 (2004): 135-153.

Saxton, Jim. “Argentina’s Economic Crisis: Causes and Cures.” Joint Economic

Committee: United States Congress. 2003.

“Southern Common Market.” Jnternational Labour Office. 10 Nov 2010 < http://
actrav.itcilo.org/actrav-english/telearn/global/ilo/blokit/mercosur.htm>.

Termansen, Ivana. “Harmonization of MERCOSUR Statistics.” Irving Fisher Committee
Bulletin. 32 (2010): 59-82.

“Timeline: Paraguay.” BBC News 02 Jun. 2010. Web.

Treaty of Asuncién. MERCOSUR. Asuncion, Paraguay: 1991.

52

c Atlas
U

11

California, Santa C
of Global11.Inequality. University of
Apt. 20
a

’

ent
ions Developm
at
N
d
e
unit

Programme . 2010.

Web, 2

- Web. 22 Sept. . 201

n in South Ameririca: The
e
nal

ctio
overty Redu
Stefan de. “P

.
natio
e port for Swedish Inter
”
R
?
h
c
a
vylder.
e
R
d
or Beyon
1-39.

16

ruz.

Au

g. 2006. Web

2010.

Mi
hin
ee ent GCooaol Witti. on
opm

pera

:
Agency (2002)

ert Hunt
Wade;¢, Rob

er.

“Is

Glob

| i

i

i

V

ua

1, 32.4 (2004): 567-589.
Developmen
‘
:
o
ndoval. ; “Ar gentina’s Ec
Sa
is
Lu
d
an
”
ly Eee
wat
Weisbrot, Mark :
er for Economic and o

and Implications.

ity? ” World

Policy Choices

esearch. (2007):): 1-16.

Cent

a
i
re?” in
Road E Map p t to an Open Futuas
iz
wi
“The ed. The | io Regional ation: io
V.
,
. Coral
Jr.
ic
g
n:
er
in
Am
it
at
wh iu ater i. oe
gr
the
d
an
e
nge of InteSo
n
le
o
G
a
eee
h
ami North- ut
FL: Universi
Gables,

,

FL:

ersity of Mi

W
orking for a
World Bank: W

2010.

er, 1993.

d Bank. , 2011
l
r
o
W
.
np
y.
rt
ve
Po
of
ee
Fr
ld
or

eb
ade Organization. Nn. W eb.
Tr
d
l
r
o
W
.
.
Np
on
t
a
z
i
ti
niza
Woorlrld d T! Trade Orga

53

18 Apr

. Web. 22 Se pt.
'

201

1.

>
\ of Global Inequality. University of California, Santa Cru z.
16 Aug. 2006. Web.
uCA tlas
Unite q Nations Development Programme. 2010. Web. 22 Sept. 2010.

tefan de. “Poverty Reduction in South America: The Mi llennium
Goal Within

vylder,

oO. Beyond
Agency

Reach?” Report for Swedish International Dev elopment Cooperation

(2002):

1-39.

bert Hunter. “ “Is Globalizization
n Reducing Poverty and Inequality?” World
Wade,"Aeval
pined 32.4 (2004): atio
567-589,
.
ai
W

Mark and Luis Sandoval. “Argentina’s Economic Recovery:
Policy Choices
Implications.” Center for Economic and Policy Research. (2007): 1-16.

hiting Jr., V. “The Dynamics of Regionalization: Road Map to an
itin
Open Future?” in
oy
Ve

Peter H. Smith ed. The Challenge of Integration: Europe and the Americas. Coral

Gables, FL: University of Miami North-South Center, 1993.

World
or Bank: . Working for a World Free of Poverty. np. World Bank. 2011. Web. 22 Sept.
2010.
World
Trade Organization. Np. World Trade Organization. Web. 18 Apr. 2011.
a

53

